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Corporate Profits, by William A. Paton. Home
wood, Illinois: Richard D. Irwin, Inc., 1965.
It is a pleasure to hear again from one of the
foremost “Deans” of accounting and economics.
Professor Paton’s comments on the corporate
concept are good for the heart as well as for
the mind. He reminds us that the corporation
is after all an instrument for human economic
endeavor, rather than a “person” capable of
independent decision and action. He deplores
the mind-set which sees the big corporation
as a social and economic force separate from
the individual stockholders, managers, and
employees involved in the business activity.
He regards the separatist view as responsible
for certain anomalies in taxation and corporate
regulation.
Professor Paton (now Professor Emeritus of
Accounting and Economics, University of
Michigan) is particularly interested in ex
ploring the concept of corporate profits. He
expresses his concern over current trends, sup
ported in some financial circles, toward an
undue emphasis on profits before taxes and on
cash flow per share. He urges a wider adop
tion of relative measures of earning power,
such as return on investment, stating that the
reporting of earnings alone, without relating
earnings to capital committed, is of limited
value to investors. Professor Paton explores
also “the assumption of convention accounting
procedure . . . that the yardstick used in finan
cial measurement is a constant—the same yes
terday, today, and forever.” He regards this
assumption as a “longstanding blind spot in
accounting . . .”
In the area of broad economic analysis, Pro
fessor Paton is critical of reports which employ
only estimates of total profits and other income
aggregates, without relating these basic eco
nomic aggregates to commitments or gross

national product. He points out that such
relative measures indicate a decline, rather
than an improvement, in national income over
the past two decades. Professor Paton prefers
a similar analysis of dividend pay-out in order
to clear up misconceptions regarding relation
ships between dividends and employees’ wages.
The apparent popularity of stock dividends
and stock splits is a subject of considerable
interest to the author and he is critical of many
practices in these areas.
This intriguing little book (only 119 pages)
is concluded with a chapter headed “Two Stray
Topics: Treasury Shares; Taxation of Profits.”
We are indeed fortunate that Professor Paton
has added to his notable list of publications to
give us the benefit of his experienced views.
V. R. H.
“Critical Path Methods,” Granville R. Gargi
ulo, NAA Bulletin, January 1965, Volume
XLVI, Number 5
During the past few years a number of new
and improved techniques for aiding manage
ment in planning, scheduling and controlling
company programs have evolved. This article
deals with one of these techniques namely
the Critical Path Method (CPM). In explain
ing CPM, the author uses as an example a
construction project subdivided into a number
of separate activities or steps necessary for its
accomplishment. Before discussing the con
struction project, Mr. Gargiulo mentions briefly
the use of Gantt charts which preceded the
use of CPM, and then explains the basic steps
in CPM and lists some of the advantages re
sulting from its use.
The Critical Path Method involves the con
struction of a representation, or network mod
el, which graphically depicts the sequence and
dependencies of the individual activities mak
ing up the project. The next step is the assign
ment of time estimates to the activities fol
lowed by the development of a project sched
ule. The project schedule provides such infor
mation as the earliest date by which the total
project can be completed and those activities
whose completion times are responsible for
establishing the overall project duration.
The use of the Critical Path Method in
project planning aids management in a num
ber of ways, among which are the following:
1. The discipline required to construct a
network diagram necessitates a thorough
understanding of the project scope.
2.
It provides a basis for communication.
3. Alternate strategies and objectives can
be evaluated.
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4. It reduces the hazards of omitting steps
that should be considered in the project.
5. It provides a basis for pinpointing re
sponsibilities.
6. It is useful in training personnel not
familiar with the project.
The Critical Path Method is also an aid to
accountants since a project is subdivided into
small but significant steps in such a way as to
enable each step to be separately planned,
scheduled, budgeted, and promptly accounted
for when completed.
In presenting the example of the construc
tion project, the author uses charts and tables
which enable the reader to follow the discus
sion. In the example, the time associated with
the minimum cost for each activity is con
sidered. It is pointed out that this analysis can
be extended to consider time-cost relationships
as a means of evaluating ways of shortening
the time for completion. As opposed to “nor
mal” time associated with minimum cost,
“crash” cost is the cost associated with mini
mum time. Sometimes alternatives for re
ducing the completion time are available, in
which case the most economical one should be
chosen.
The author concludes that project monitor
ing is best achieved where the exception re
porting principle is used to call management’s
attention to those activities which are behind
schedule or over the budget. The CPM analy
sis provides detail specific enough to pinpoint
performance deviations and, as a result, status
reports are timely and meaningful enough for
effective corrective action by management.
It occurs to this reviewer that the Critical
Path Method, or a modification of it, would
be useful to accountants and other business
personnel who are engaged in activities which
require planning. Although CPM has been
found useful in planning and controlling con
struction projects, it would appear that the
principles involved would be equally useful
for other types of projects.
M.E.B.

lay employees, (ii) the compensation of the
members and of such employees, (iii) the
conditions of employment—such as working
hours, vacation periods, and sick leave, (iv)
the persons who will be accepted as clients
or patients, (v) who will handle each in
dividual case or matter, (vi) the profes
sional policies and procedures to be fol
lowed in handling each individual case,
(vii) the fees to be charged by the organi
zation, (viii) the nature of the records to be
kept, their use, and their disposition, and
(ix) the times and amounts of distributions
of the earnings of the organization to its
members as such”
“(h)(4) A professional service organiza
tion has the corporate characteristic of
limited liability within the meaning of para
graph (d) of this section only if the person
al liability of its members, in their capacity
as members of the organization, is no
greater in any aspect than that of share
holder-employees of an ordinary business
corporation. If under local law and the rules
pertaining to professional practice, a mutual
agency relationship, similar to that existing
in an ordinary professional partnership, ex
ists between the members of a professional
service organization, such organization lacks
the corporate characteristic of limited lia
bility.”
“(h) (5) (i) If the right of a member of
a professional service organization to share
in its profits is dependent upon the exist
ence of an employment relationship be
tween him and the organization, free trans
ferability of interests within the meaning of
paragraph (e) of this section exists only if
the member, without the consent of other
members, may transfer both the right to
share in the profits of the organization and
the right to an employment relationship
with the organization”
These rules are applicable to taxable years
beginning after December 31, 1960. “How
ever, in the case of an organization formed as
a partnership association, a business trust, an
ordinary business corporation, or a profes
sional service organization formed under a
local law or regulatory rule specifically author
izing the formation of such organizations, the
rules of paragraph (h) of this section shall
not apply to any taxable year ending on or
before December 31, 1964, if such organiza
tion made its return for any such taxable year,
filed at or prior to the time (including ex
tensions thereof) that the return for such tax
able year was required to be filed, as if its
income were subject to the tax imposed by
section 11 of the Code (relating to tax im
posed on corporations).”
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(continued from page 11)
“(h)(3) In applying the rules of para
graph (c) of this section, relating to central
ization of management, a professional serv
ice organization does not have centralization
of management where the managers of a
professional service organization under local
law are not vested with the continuing ex
clusive authority to determine any one or
more of the following matters: (i) The
hiring and firing of professional members
of the organization and its professional and
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